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Notice to Readers
This Compilation and Review Alert—2003/04 is intended to pro-
vide CPAs with an update on recent practice issues and profes-
sional standards that affect compilation and review engagements.
The document has not been approved, disapproved, or otherwise
acted upon by any senior technical committee of the AICPA.
Written by J. Russell Madray, CPA
Edited by Julie Gould, CPA
Technical Manager
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New York, NY 10036-8775
All rights reserved. For information about the procedure for requesting 
permission to make copies of any part of this work, please call the AICPA 
Copyright Permissions Hotline at (201) 938-3245. A Permissions Request Form
for e-mailing requests is available at www.aicpa.org by clicking on the copyright
notice on any page. Otherwise, requests should be written and mailed to the 
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1Compilation and Review Alert—2003/04
How This Alert Will Help You
The Compilation and Review Alert—2003/04 is a crucial tool, de-
signed to help you as you plan and perform your 2003 and 2004
compilation and review engagements. The Alert clarifies certain
existing Statements on Standards for Accounting and Review Ser-
vices (SSARS), suggests ways of implementing those standards in
special circumstances, points out pitfalls that frequently occur in
compilation and review engagements, and addresses emerging
practice issues.
This Alert delivers information about emerging practice issues,
such as controllership services and information about responsibil-
ities for fraud and internal control, in addition to valuable cur-
rent accounting, auditing, and regulatory developments.
Readers should note that the AICPA general Audit Risk
Alert—2003/04 (product no. 022334kk) provides an overview of
current economic and business conditions as well as critical informa-
tion about risks and issues of which practitioners should be aware.
Effect of the Sarbanes-Oxley Act of 2002 on Compilation
and Review Engagements
The Sarbanes-Oxley Act of 2002 (the Act) is a corporate gover-
nance and accounting oversight bill that was signed into law by
President Bush in late July 2002. Most of the provisions of the
Act apply directly to publicly held companies and their auditors.
Since compilation and review engagements can only be per-
formed on the financial statements of nonpublic entities, the Act
will not directly affect these engagements. 
However, the Sarbanes-Oxley Act is having an impact on non-
public companies. For example, some nonpublic companies are
tweaking their corporate governance practices and taking a closer
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look at internal control. In addition, some nonpublic companies
are overhauling their boards and upgrading their compliance
with accounting standards. In some states, laws have been pro-
posed or enacted that mirror provisions of the Act. Small, entre-
preneurial ventures that need venture capital funding and have
high hopes of one day going public may also be affected by the
provisions of the Act.
One of the steps taken by the AICPA to respond to the issues re-
sulting from the Sarbanes-Oxley Act was the formation of the
AICPA Special Committee on State Regulation. Working closely
with state CPA societies, this high-level volunteer committee is
tasked with addressing the state implications associated with the
Act, recommending positions to the AICPA Board of Directors,
and providing resources and guidance to states with state leg-
islative or regulatory proposals. For an overview of the latest
state legislative and regulatory activity go to www.aicpa.org/-
download/statelegis/state_acctg_reform_legislation.pdf.
You can find information about the Sarbanes-Oxley Act of 2002
and related implementation guidance at www.aicpa.org/info/sar-
banes_oxley_summary.htm. 
Current SSARS Developments 
SSARS No. 9, Omnibus Statement on Standards for Accounting and
Review Services—2002
In November 2002, the Accounting and Review Services Com-
mittee (ARSC) issued SSARS No. 9, Omnibus Statement on Stan-
dards for Accounting and Review Services—2002 (the Omnibus).
The Omnibus includes revisions to existing SSARS that have
been accumulated over a period of time and addresses the follow-
ing issues.
Accountant’s Association With Unaudited Financial Statements
The fourth standard of reporting (AICPA, Professional Standards,
vol. 1, AU sec. 504.05), permits an accountant who may be asso-
ciated with financial statements of a public entity, but has not au-
dited or reviewed such statements, to state that he or she has not
2
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3audited the unaudited information, and includes illustrative re-
port wording. This guidance is also appropriate for compilation
and review engagements; however, SSARS did not include illus-
trative wording. SSARS No. 9 revised SSARS No. 1, Compilation
and Review of Financial Statements (AICPA, Professional Standards,
vol. 2, AR sec. 100.03), to include wording that may be appropri-
ate in the circumstances. The illustrative wording is as follows:
The accompanying balance sheet of X Company as of Decem-
ber 31, 20X1, and the related statements of income, and cash
flows for the year then ended were not audited, reviewed, or
compiled by us and, accordingly, we do not express an opinion
or any other form of assurance on them.
Statement of Retained Earnings
The accounting literature does not require the statement of
retained earnings to be presented as a financial statement.
Accounting Principles Board Opinion (APB) No. 12, Omnibus
Opinion—1967, requires disclosure of a change in capital. This
can be done by preparation of a separate statement in the notes to
the financial statements or as part of another basic statement. In
addition, the illustrative reports in SSARS did not refer to the
statement of comprehensive income. SSARS No. 9 includes two
footnotes to SSARS No. 1 (AR sec. 100.14 and AR sec. 100.37),
stating: (1) the statement of retained earnings is not a required
statement and, if not presented as a separate statement, reference
in the compilation or review report is not needed and (2) if the
statement of comprehensive income is presented, reference
should be made in the appropriate paragraphs of the report. 
SAS No. 62, Special Reports (AICPA, Professional Standards, vol.
1, AU sec. 623), contains the requirements for a presentation of
financial statements prepared on a comprehensive basis of ac-
counting other than generally accepted accounting principles
(GAAP). We refer to this basis of presentation as an other com-
prehensive basis of accounting (OCBOA). Generally, two finan-
cial statements—one that presents the financial position of the
entity and one that presents the results of operations of the en-
tity—will constitute a complete presentation. However, financial
statements prepared using an OCBOA, such as cash-basis or tax-
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basis, should include disclosures similar to those included in
GAAP presentations. Therefore, disclosure of a change in capital,
as required by APB Opinion No. 12, would be appropriate for
cash- or tax-basis financial statements. 
In general, you have three options for presenting information
about retained earnings or changes in capital:
• Present a separate statement of retained earnings.
• Include a disclosure of the change in capital (retained earn-
ings) in the notes to the financial statements.
• Present the change in capital (retained earnings) on the
face of the income statement or in the equity section of the
balance sheet.
Signing the Compilation or Review Report
SSARS did not specifically require a signature of the accounting
firm or the accountant on a review or compilation report. SSARS
No. 9 (AR sec. 100.11 and 100.34) revises SSARS No. 1 to re-
quire a signature. Keep in mind that this signature may be man-
ual, electronic, stamped, or typed.
Management Representation Letter in a Review Engagement
The guidance found in SSARS No. 1 required the accountant to
obtain a representation letter from management. The guidance
was not specific about the content of the letter, the dating of the
letter, and current management’s responsibility regarding previ-
ous years. SSARS No. 9 (AR sec. 100.29) requires the accountant
to receive specific representations from management when per-
forming a review engagement, provides guidance on the dating of
the letter, and provides guidance regarding obtaining representa-
tions from current management when they were not present dur-
ing all periods covered by the accountant’s report. 
Written representations are required from management for all fi-
nancial statements and periods covered by the review report. For
example, if comparative financial statements are reported on, the
representations obtained at the completion of the most recent re-
view should address all periods covered by the report.
4
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5The specific written representations obtained will depend on the
circumstances of the engagement and the nature and basis of pre-
sentation of the financial statements. In connection with a review
of financial statements presented in accordance with GAAP, spe-
cific representations should relate to the following matters:
1. Management’s acknowledgment of its responsibility for
the fair presentation in the financial statements of financial
position, results of operations, and cash flows in confor-
mity with GAAP
2. Management’s belief that the financial statements are fairly
presented in conformity with GAAP
3. Management’s full and truthful response to all inquiries
4. Completeness of information
5. Information concerning subsequent events
The written representations should be addressed to the accoun-
tant. Because the accountant is concerned with events occurring
through the date of the report that may require adjustment to or
disclosure in the financial statements, the representations should
be made as of a date no earlier than the date of the report. The
letter should be signed by those members of management who
the accountant believes are responsible for and knowledgeable,
directly or through others in the organization, about the matters
covered in the representation letter. Normally, the chief executive
officer and chief financial officer or others with equivalent posi-
tions in the entity should sign the representation letter. If current
management was not present during all periods covered by the
accountant’s report, written representations should be obtained
from current management on all such periods.
SSARS No. 1 (AR sec. 100.49) states that if, in an audit or review
engagement, a client does not provide you with a signed repre-
sentation letter, you are precluded from issuing a review report on
the financial statements and would ordinarily be precluded from
issuing a compilation report on the financial statements. Thus,
you would not be able to step down to a compilation engagement.
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ARSC also updated the illustrative management representation
letter. A copy of this updated letter is included in Appendix B of
this Alert.
Reporting When Supplementary Information Is Included
SSARS No. 1 included guidance on reporting on supplementary
information. The guidance was unclear with respect to separate
reporting on supplementary information in a compilation en-
gagement. SSARS No. 9 permits the accountant to issue a sepa-
rate report on supplementary information in a compilation
engagement, consistent with guidance on supplementary infor-
mation in a review report (AR sec. 100.45). 
Two common questions arise when supplementary information is
included with the basic financial statements:
1. What is considered supplementary information, and where
do I place it in the presentation? 
2. Do I have to modify the standard compilation or review
report if supplementary information is included?
What Is Supplementary Information? The term supplementary
information is not defined in SSARS. SAS No. 29, Reporting on
Information Accompanying the Basic Financial Statements in Audi-
tor-Submitted Documents (AICPA, Professional Standards, vol. 1,
AU sec. 551.03), defines this type of information as:
• Additional details or explanations of items in or related to
the basic financial statements 
• Consolidating information
• Historical summaries of items extracted from basic finan-
cial statements
• Statistical data
• Other material, some of which may be from sources out-
side the accounting system or outside the entity
Presentation of Supplementary Information. Financial statements
often include detailed schedules, summaries, comparisons, or sta-
6
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7tistical information that are not part of the basic financial state-
ments, such as:
• Budgets for an expired period
• Cost of goods sold schedule
• Manufacturing expenses schedule
• Selling expenses
• General and administrative expenses
• Details of marketable securities
• Property and equipment schedule
• Aging analysis of accounts receivable
• Details of sales by product line, territory, or salesperson
Normally, supplementary information is separated from the basic
financial statements. Most practitioners present supplementary in-
formation on separate pages after the basic financial statements
(and notes to the financial statements, if included). It is also a good
idea to separate the supplementary information from the basic fi-
nancial statements by including a title page marked “Supplemen-
tary Information.” If the accountant presents a separate report on
the supplementary information, it should follow the title page.
SSARS No. 1 requires that the accountant indicate the degree
of responsibility, if any, he or she is taking with respect to the
supplementary information that accompanies the basic finan-
cial statements. 
If the basic financial statements are compiled, the compilation re-
port should be modified or the accountant can issue a separate re-
port on the supplementary information. The report may be
modified as follows:
I (We) have compiled the accompanying balance sheet of XYZ
Company as of December 31, 20XX, and the related state-
ments of income, retained earnings, and cash flows for the year
then ended, and the accompanying supplementary informa-
tion contained in Schedules A and B, which are presented only
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for supplementary analysis purposes, in accordance with State-
ments on Standards for Accounting and Review Services issued
by the American Institute of Certified Public Accountants.
A compilation is limited to presenting in the form of financial
statements and supplementary schedules information that is
the representation of management. I (We) have not audited or
reviewed the supplementary information and, accordingly, do
not express an opinion or any other form of assurance on them.
If a separate report on the supplementary information is issued, it
may read as follows:
I (We) have compiled the accompanying supplementary infor-
mation contained in Schedules A and B, which are presented
only for supplementary analysis purposes.
A compilation is limited to presenting in the form of supple-
mentary schedules information that is the representation of
management. I (We) have not audited or reviewed the accom-
panying financial statements and supplementary schedules
and, accordingly, do not express an opinion or any other form
of assurance on them.
If the basic financial statements are compiled for management’s
use only, the engagement letter should include the following language:
The other data accompanying the financial statements are pre-
sented only for supplementary analysis purposes and will be
compiled from information that is the representation of man-
agement, without audit or review, and I (we) will not express
an opinion or any other form of assurance on such data.
If the basic financial statements are reviewed, the degree of re-
sponsibility the accountant is taking is indicated either in the re-
view report on the basic financial statements or in a separate
report on the other data. Specifically, the explanation should state
that the review was made primarily for the purpose of expressing
limited assurance that there are no material modifications that
should be made to the financial statements in order for them to
be in conformity with GAAP, and, according to SSARS No. 1
(AR sec. 100.45) either:
8
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9• The other data accompanying the financial statements are
presented only for supplementary analysis purposes and
have been subjected to the inquiry and analytical proce-
dures applied in the review of the financial statements, and
the accountant did not become aware of any material
modifications that should be made to such data, or
• The other data accompanying the financial statements are
presented only for supplementary analysis purposes and
have not been subjected to the inquiry and analytical pro-
cedures applied in the review of the financial statements,
but were compiled from information that is the representa-
tion of management, without audit or review, and the ac-
countant does not express an opinion or any other form of
assurance on such data. (In other words, the accountant is
stating that he or she reviewed the financial statements but
only compiled the supplementary information.)
In any case, the important thing to remember is to clearly indi-
cate the degree of responsibility the accountant is taking for any
information accompanying the basic financial statements. 
Relationship of SSARS to Quality Control Standards
SSARS did not refer to the Statements on Quality Control Stan-
dards (SQCSs) and how those standards interact with SSARS.
SSARS No. 9 clarifies that, although an effective quality control
system is conducive to compliance with SSARS, deficiencies in or
noncompliance with a firm’s quality control system do not, in
and of themselves, indicate that an engagement was not per-
formed in accordance with the applicable professional standards. 
Statements on Quality Control Standards are a framework for
quality control in a CPA firm that applies to both compilation
and review engagements and to many areas beyond these two
types of engagements.
The standards established by SQCS apply to a firm’s accounting
and auditing practice, which SQCS No. 2, System of Quality Con-
trol for a CPA Firm’s Accounting and Auditing Practice (AICPA,
Professional Standards, vol. 2, QC sec. 20), defines as follows:
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Accounting and auditing practice refers to all audit, attest, ac-
counting and review, and other services for which standards
have been established by the AICPA Auditing Standards Board
or the AICPA Accounting and Review Services Committee under
rule 201 or 202 of the AICPA Code of Professional Conduct. 
Amendments to SSARS No. 4
SSARS No. 4, Communications Between Predecessor and Successor
Accountants (AICPA, Professional Standards, vol. 2, AR sec. 400),
provides guidance on communications between accountants
when the successor accountant decides to communicate with the
predecessor regarding acceptance of an engagement. SSARS No.
9 defines predecessor and successor accountants, provides guid-
ance regarding acceptance of an engagement, suggests inquiries
the successor accountant may decide to ask the predecessor ac-
countant, and includes an example successor accountant ac-
knowledgment letter, which the predecessor may want to use in
connection with granting access to the working papers. 
The following definitions apply for purposes of SSARS No. 4
(AR sec. 400.02):
• Successor accountant. An accountant who has been invited
to make a proposal for an engagement to compile or review
financial statements and is considering accepting the en-
gagement or an accountant who has accepted such an en-
gagement.
• Predecessor accountant. An accountant who (a) has reported
on the most recent compiled or reviewed financial statements
or was engaged to perform but did not complete a compila-
tion or review of the financial statements, and (b) has re-
signed, declined to stand for reappointment, or been notified
that his or her services have been or may be terminated.
Unlike the audit standards, which require communication be-
tween predecessor and successor auditors, SSARS No. 4 does not
require communication. However, SSARS No. 4 (AR sec.
400.03) does list the following situations when communication
may be desirable:
10
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• The information obtained about the prospective client and
its management and principals is limited or appears to re-
quire special attention.
• The change in accountants takes place substantially after
the end of the accounting period for which statements are
to be compiled or reviewed.
• There have been frequent changes in accountants.
The AICPA Code of Professional Conduct requires the successor
accountant to obtain the client’s permission if he or she decides to
make inquiries of the predecessor accountant and the client
should authorize the predecessor accountant to respond fully. If
the client will not permit communication, the successor accoun-
tant should consider not accepting the engagement.
The successor accountant may also wish to review the predecessor
accountant’s working papers. Before permitting access to the
working papers, the predecessor accountant may wish to obtain a
written communication from the successor accountant regarding
the use of the working papers. An illustrative successor accoun-
tant acknowledgment letter that may be useful for this purpose is
included in Appendix C of this Alert.
New SSARS Interpretation on Reporting on Financial Statements
That Omit Substantially All Disclosures
An accountant may be asked to compile financial statements that
omit substantially all disclosures. The accountant may compile fi-
nancial statements that omit substantially all disclosures, provided
he or she discloses the omission in the compilation report and the
omission is not, to the accountant’s knowledge, an attempt to
mislead the reader. Since the omission of disclosures is a departure
from GAAP, the report must clearly indicate the departure.
SSARS No. 1 indicates that the following should be included:
For GAAP financial statements:
Management has elected to omit substantially all the disclo-
sures required by generally accepted accounting principles. If
the omitted disclosures were included in the financial state-
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ments, they might influence the user’s conclusions about the
Company’s financial position, results of operations, and cash
flows. Accordingly, these financial statements are not designed
for those who are not informed about such matters.
For other comprehensive basis of accounting financial statements:
Management has elected to omit substantially all the disclo-
sures ordinarily included in financial statements prepared on
the income tax basis of accounting. If the omitted disclosures
were included in the financial statements, they might influence
the user’s conclusions about the Company’s assets, liabilities,
equity, revenue, and expenses. Accordingly, these financial
statements are not designed for those who are not informed
about such matters.
(For other OCBOA information, see the section “Statement of
Retained Earnings” in the “SSARS No. 9, Omnibus Statement on
Standards for Accounting and Review Services—2002” section of
this Alert.) 
When the client wishes to include disclosures about only a few
matters in the form of notes to the compiled financial statements,
such disclosures should be labeled “Selected Information—Sub-
stantially All Disclosures Required by Generally Accepted Ac-
counting Principles Are Not Included.” In this case, the above
referenced paragraph is still necessary in the report.
In November 2002, ARSC revised Interpretation No. 1, “Omis-
sion of Disclosures in Reviewed Financial Statements,” of SSARS
No. 1 (AICPA, Professional Standards, vol. 2, AR sec. 9100.01-.02),
which indicates that the above modification for compiled financial
statements is not appropriate for reviewed financial statements.
Since the omission of material disclosures is a departure from
GAAP, the review report should include the omitted disclosures.
New Interpretation
Question. Can an accountant label notes to the financial statements
“Selected Information—Substantially All Disclosures Required by
Generally Accepted Accounting Principles Are Not Included” when
the client includes more than a few required disclosures?
12
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Interpretation—No. The new Interpretation of SSARS No. 1 (is-
sued December 2002), Interpretation No. 22, “Use of ‘Selected
Information—Substantially All Disclosures Required by Gener-
ally Accepted Accounting Principles Are Not Included’” (AR sec.
9100.85-.88), states that this is not appropriate. As discussed in
SSARS No. 1 (AR sec. 100.16), when the entity wishes to include
disclosures about only a few matters in the form of notes to the
financial statements, such disclosures should be labeled “Selected
Information—Substantially All Disclosures Required by Gener-
ally Accepted Accounting Principles Are Not Included.”
When the financial statements include more than a few disclo-
sures, this guidance is not appropriate. The omission of one or
more notes, when substantially all other disclosures are presented,
should be treated in a compilation or review report like any other
departure from GAAP, and the nature of the departure and its ef-
fects, if known, should be disclosed. 
The label “Selected Information—Substantially All Disclosures
Required by Generally Accepted Accounting Principles Are Not
Included” should not be used in situations where substantially all
disclosures are included. The label “Selected Information—Sub-
stantially All Disclosures Required by Generally Accepted Ac-
counting Principles Are Not Included” is not intended to be used
for the omission of (intentionally or unintentionally) one or
more disclosures and the accountant should use his or her judg-
ment in determining the appropriateness of the label.
New SSARS Interpretation on Applicability of 
SSARS in a Business Valuation
In August 2003, ARSC issued an Interpretation of SSARS No. 1
to clarify an accountant’s responsibilities when financial informa-
tion is included in a business valuation report. It is entitled Inter-
pretation No. 23, “Applicability of Statements on Standards for
Accounting and Review Services When an Accountant Engaged
to Perform a Business Valuation Derives Information From an
Entity’s Tax Return” (AR sec. 9100.89-.92).
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New Interpretation
Question. When an accountant is engaged to perform a business
valuation of an entity, it may be necessary for the accountant to
derive financial information to be used in that business valuation
from the client’s tax return. This is particularly true if the entity
does not have audited, reviewed, or compiled financial state-
ments. If an accountant derives financial information from an en-
tity’s tax return, and such information is presented as part of the
business valuation report, do SSARS apply?
Interpretation—No. As discussed in SSARS No. 1 (AR sec.
100.04) under the definition of a financial statement, “Financial
forecasts, projections and similar presentations, and financial pre-
sentations included in tax returns are not financial statements for
purposes of this Statement.” Therefore, even if the accountant
has prepared the tax return, he or she has not prepared financial
statements in accordance with SSARS and the financial informa-
tion derived from the tax return and presented as part of a busi-
ness valuation is not deemed to be submission of financial
statements as contemplated by SSARS No. 1. 
When an accountant, in the course of performing a business valu-
ation engagement, derives financial information from the client’s
tax return, or another accountant’s audited, reviewed, or compiled
financial statements, or client-prepared financial statements, the
accountant should refer to the source of the financial information
and include an indication in the business valuation report that the
accountant has not audited, reviewed, or compiled the financial
information and that the accountant assumes no responsibility for
the information. The following is an example of wording that may
be included in the business valuation report which incorporates
the requirements of SSARS No. 1 (AR sec. 100.03):
In preparing our business valuation report, we have relied upon
historical financial information provided to us by management
and derived from [refer to the appropriate source of the informa-
tion, such as tax return, audit report issued by another auditor, and
so on]. This financial information has not been audited, re-
viewed, or compiled by us and accordingly we do not express an
opinion or any form of assurance on this financial information. 
14
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However, if the accountant submits financial statements in the
course of performing a business valuation as defined in SSARS
No. 1 (AR sec. 100.04), then, at a minimum, the accountant
should comply with the provisions of SSARS applicable to a
compilation engagement.
New SSARS Interpretation on Reference to the Country of Origin in
a Review or Compilation Report
In September 2003, ARSC issued Interpretation No. 24, “Refer-
ence to the Country of Origin in a Review or Compilation Re-
port,” of SSARS No. 1 (AR sec. 9100.93-.94) to clarify that
SSARS do not require reference to the county of origin in a re-
view or compilation report. 
New Interpretation
Question. When issuing a review or compilation report, should
there be a reference to the country of origin of the accounting
principles used to prepare the financial statements, similar to the
requirement when issuing audited financial statements? 
Interpretation. SSARS do not require the reference to the coun-
try of origin, as review and compilation reports refer to the Amer-
ican Institute of Certified Public Accountants. However, there is
no prohibition of the reference if the accountant believes it is ap-
propriate under the circumstances to include it in the report. 
Examples of wording for a compilation and a review report with
references to the country of origin are presented below.
Compilation Report Excerpt (Omission of 
Substantially All Disclosures)
Note that a standard (two-paragraph) compilation report makes
no reference to accounting principles, so no modification con-
cerning country of origin would be made. However, the third
paragraph that is often used to indicate the omission of disclo-
sures could be modified as shown.
Management has elected to omit substantially all disclosures
(and the statement of cash flows and the display of compre-
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hensive income) required by accounting principles generally
accepted in the United States of America. If the omitted disclo-
sures (the statement of cash flows, and the display of compre-
hensive income) were included in the financial statements, they
might influence the user’s conclusions about the company’s fi-
nancial position, results of operations, and cash flows. Accord-
ingly, these financial statements are not designed for those who
are not informed about such matters.
Review Report Excerpt
Reference to the country of origin in a review report can be made
as follows:
A review consists principally of inquiries of company person-
nel and analytical procedures applied to financial data. It is
substantially less in scope than an audit in accordance with au-
diting standards generally accepted in the United States of
America, the objective of which is the expression of an opinion
regarding the financial statements taken as a whole. Accord-
ingly, I (we) do not express such an opinion.
Based on our review, we are not aware of any material modi-
fications that should be made to the accompanying financial
statements in order for them to be in conformity with ac-
counting principles generally accepted in the United States
of America.
New SSARS Interpretation on Omission of the Display of
Comprehensive Income in a Compilation
According to Financial Accounting Standards Board (FASB)
Statement of Financial Accounting Standards No. 130, Reporting
Comprehensive Income, all business entities that have any compo-
nent of comprehensive income must display information about
comprehensive income in a financial statement having the same
prominence as the other basic financial statements. The four
components of other comprehensive income are:
• Unrealized gains and losses arising from investments in
marketable securities classified as “available for sale” (FASB
Statement No. 115, Accounting for Certain Investments in
Debt and Equity Securities).
16
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• Foreign currency translation adjustments, and gains and
losses from certain foreign currency transactions (FASB
Statement No. 52, Foreign Currency Translation).
• Minimum pension liability adjustments (FASB Statement
No. 87, Employers’ Accounting for Pensions).
• Unrealized gains and losses arising from certain derivative
transactions (FASB Statement No. 133, Accounting for De-
rivative Instruments and Hedging Activities).
If an entity does not have any of these components of compre-
hensive income, FASB Statement No. 130 does not apply. As a
result, most small business clients do not have to apply FASB
Statement No. 130. 
FASB Statement No. 130 does not specify a format for presenting
comprehensive income, although it provides three examples:
• Presenting the information in the income statement (after
net income)
• Presenting the information in the statement of changes
in equity
• Presenting the information in a separate statement of com-
prehensive income
The wording of the introductory paragraph of the compilation or
review report may have to be modified depending on how the ac-
countant chooses to report comprehensive income. If comprehen-
sive income is reported in the income statement, the title of the
statement will need to be modified (Statement of Income and Com-
prehensive Income). If comprehensive income is reported in a sepa-
rate statement, an additional statement will need to be referenced in
the report. If comprehensive income is reported in the statement of
changes in equity, no modification to the report is necessary. 
New Interpretation
In September 2003 ARSC issued Interpretation No. 25, “Omis-
sion of the Display of Comprehensive Income in a Compilation,”
of SSARS No. 1 (AR sec. 9100.95-.99).
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Question. When an element of comprehensive income is present,
can the display of comprehensive income be omitted when issuing
a compilation report with substantially all disclosures omitted? 
Interpretation—Yes. FASB Statement No. 130, Reporting Compre-
hensive Income, requires the display of comprehensive income when
a full set of financial statements is presented in conformity with
generally accepted accounting principles. However, the display of
comprehensive income may be omitted by identifying the omission
in the compilation report or engagement letter (SSARS No. 8,
Amendment to Statement on Standards for Accounting and Review
Services No. 1, Compilation and Review of Financial Statements). 
The following is suggested modified wording (shown in italic) to
the standard compilation report found in AR section 100.18:
Management has elected to omit substantially all the disclo-
sures, the statement of cash flows, and the display of comprehen-
sive income required by generally accepted accounting
principles. If the omitted disclosures, the statement of cash
flows, and the display of comprehensive income were included in
the financial statements, they might influence the user’s con-
clusions about the company’s financial position, results of op-
erations, and cash flows. Accordingly, these financial
statements are not designed for those who are not informed
about such matters.
In addition, if the accountant issues a compilation report on fi-
nancial statements that omit substantially all disclosures and the
display of comprehensive income but include the statement of
cash flows, the following is suggested modified wording (shown
in italic) to the compilation report found in AR section 100.18: 
Management has elected to omit substantially all the disclo-
sures and the display of comprehensive income required by gener-
ally accepted accounting principles. If the omitted disclosures
and the display of comprehensive income were included in the fi-
nancial statements, they might influence the user’s conclusions
about the company’s financial position, results of operations,
and cash flows. Accordingly, these financial statements are not
designed for those who are not informed about such matters.
18
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If the accountant compiles financial statements that include all
disclosures but omit the display of comprehensive income, the
omission should be treated as a departure from generally accepted
accounting principles. 
Additionally, if an element of comprehensive income has not
been computed, for example, unrealized gains and losses arising
from investments in marketable securities classified as “available
for sale,” then the accountant should consider that a departure
from generally accepted accounting principles and follow the
guidance in AR sections 100.41-.43.
Revised SSARS Interpretation on Reporting on an Element of a
Financial Statement
In September 2003, ARSC revised Interpretation No. 8, “Reports
on Specified Elements, Accounts, or Items of a Financial State-
ment,” of SSARS No. 1 (AR sec. 9100.27-.28). The revised In-
terpretation is presented below.
Question. SSARS No. 1 (sec. 100.45) provides guidance when
the basic financial statements are accompanied by information
presented for supplementary analysis purposes. However, a non-
public entity may wish to engage an accountant to issue a review
or compilation report on a separate presentation of specified ele-
ments, accounts, or items of a financial statement or to report the
results of applying agreed-upon procedures to specified elements,
accounts, or items of a financial statement. Do SSARS apply in
such circumstances?
Interpretation—No. SSARS provide guidance concerning the stan-
dards and procedures applicable to compilations and reviews of fi-
nancial statements. Presentations of specified elements, accounts,
or items of a financial statement are not financial statements. 
Although SSARS do not apply, an accountant who assists his or
her client in preparing such a presentation should comply with
the principles of professional conduct, General Standards
(AICPA, Professional Standards, vol. 2, ET sec. 201). If the practi-
tioner is concerned that his or her name may be associated with
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such presentation, the practitioner may issue a disclaimer similar
to the wording in AR section 100.03 indicating that such presen-
tation has not been audited, reviewed, or compiled by the practi-
tioner and, accordingly, no opinion or any other form of
assurance is being expressed.
In addition, SAS No. 62, Special Reports (AICPA, Professional
Standards, vol. 1, AU sec. 623) and Interpretations thereof, pro-
vide guidance for reporting on such presentations when the en-
gagement is intended to result in the expression of an audit
opinion. Chapter 2, “Agreed-Upon Procedures Engagements,” of
Statement on Standards for Attestation Engagements (SSAE) No.
10, Attestation Standards: Revision and Recodification (AICPA,
Professional Standards, vol. 2, AT sec. 201), provides guidance
with respect to reporting on the results of applying agreed-upon
procedures to specified elements, accounts, or items of a financial
statement. Chapter 1, “Attest Engagements,” of SSAE No. 10
(AT sec. 101) provides guidance with respect to reporting on
such presentations when the accountant is engaged to express
moderate assurance in a review report.
Current Practice Issues 
A Reminder About Fraud
In October 2002, the Auditing Standards Board issued SAS No.
99, Consideration of Fraud in a Financial Statement Audit
(AICPA, Professional Standards, vol. 1, AU sec. 316). Because of
that standard and renewed emphasis on consideration of fraud in
a financial statement audit, accountants frequently raise ques-
tions about applying provisions of SAS No. 99 in compilation
and review engagements.
SAS No. 99 does not apply to compilation or review engage-
ments. However, Appendix B, “Review of Financial State-
ments—Illustrative Inquiries,” of SSARS No. 1 (AICPA,
Professional Standards, vol. 2, AR sec. 100.58), indicates that an
accountant, in designing inquiries, may consider the likelihood
of misstatement. 
20
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Compilation and review performance standards do not require
the accountant to document his or her assessment of fraud or gain
an understanding of internal control in a compilation or review
engagement. Further, the accountant is not required to plan or
perform a compilation or review engagement to obtain reasonable
assurance about whether the financial statements are free of mate-
rial misstatement, whether caused by error or fraud. Nor is the ac-
countant required to gain an understanding of the client’s internal
control when conducting a compilation or review engagement.
This does not, however, relieve the accountant of responsibility if
incorrect, incomplete, or otherwise unsatisfactory information
comes to his or her attention during the engagement.
SSARS No. 1 (AR sec. 100.09) requires the accountant to obtain
additional or revised information if he or she becomes aware, while
conducting a compilation engagement, that information supplied
by the client is incorrect, incomplete, or otherwise unsatisfactory.
If the client refuses to provide additional or revised information,
the accountant should withdraw from the engagement.
SSARS No. 1 (AR sec. 100.32) requires that, in a review engage-
ment, if the accountant becomes aware that information supplied
by the client is incorrect, incomplete, or otherwise unsatisfactory,
he or she should perform the additional procedures deemed nec-
essary to achieve limited assurance that there are no material
modifications that should be made to the financial statements for
them to be in conformity with GAAP. SSARS No. 1 (AR sec.
100.38) further states that if the accountant is unable to perform
the inquiry and analytical procedures he or she considers neces-
sary to achieve the limited assurance contemplated by a review, or
the client does not provide the accountant with a representation
letter, the review will be incomplete. A review that is incomplete
is not an adequate basis for issuing a review report. In such a sit-
uation, the accountant should consider whether it is appropriate
to issue a compilation report.
The obligation to investigate questionable information emanates
from the responsibility in 1136 Tenants Corp. v. Max Rothenberg
& Co. In 1136 Tenants Corp., the courts held the accountant li-
able to the client, a cooperative apartment corporation, for
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negligence in failing to detect fraud by the building manager. The
court awarded damages of $174,000, plus interest of $60,000,
less the accountant’s counterclaim of $1,000. The accountant’s
annual fee was $600. In short, both SSARS No. 1 and the courts
require accountants to investigate incorrect, incomplete, or oth-
erwise unsatisfactory information. Don’t put on blinders just be-
cause it’s not an audit engagement.
Although management is responsible for the prevention and de-
tection of fraud and the maintenance of internal control, many
small business clients do not understand management’s responsi-
bility. These clients may have unrealistic expectations and may as-
sume that the accountant is providing a higher level of assurance
than he or she was engaged to do, including detecting fraud and
internal control weaknesses. The following are some ways the ac-
countant can clarify for the client each party’s responsibility.
SSARS No. 1 (AR sec. 100.05) states:
The accountant should establish an understanding with the
entity, preferably in writing, regarding the services to be per-
formed…The understanding should include a description of
the nature and limitations of the services to be performed and
a description of the report, if a report is to be issued. The un-
derstanding should also provide (a) that the engagement can-
not be relied upon to disclose errors, fraud, or illegal acts and
(b) that the accountant will inform the appropriate level of
management of any material errors that come to his or her at-
tention and fraud or illegal acts that come to his or her atten-
tion, unless they are clearly inconsequential.
A written engagement letter, although not required in a compila-
tion or review engagement (except in the case of a management-
use-only compilation), may be helpful in clarifying and
documenting the accountant’s understanding with the client
about the accountant’s responsibility regarding fraud and internal
control weaknesses. The language suggested for use in the review
engagement letter is illustrated in Appendix E of SSARS No. 1
(AR sec. 100.61) as follows:
A review does not contemplate obtaining an understanding of
internal control or assessing control risk, tests of accounting
22
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records and responses to inquiries by obtaining corroborating
evidential matter, and certain other procedures ordinarily per-
formed during an audit. Thus, a review does not provide as-
surance that we will become aware of all significant matters
that would be disclosed in an audit. Our engagement cannot
be relied upon to disclose errors, fraud, or illegal acts that may
exist. However, we will inform the appropriate level of man-
agement of any material errors that come to our attention and
any fraud or illegal acts that come to our attention, unless they
are clearly inconsequential.
Similarly, the language illustrated in Appendixes C and D of
SSARS No. 1 (AR secs. 100.59 and 100.60) for an engagement
letter for a compilation engagement and an engagement letter for
a compilation of financial statements not intended for third-party
use, respectively, is as follows:
Our engagement cannot be relied upon to disclose errors,
fraud, or illegal acts that may exist. However, we will inform
the appropriate level of management of any material errors
that come to our attention and any fraud or illegal acts that
come to our attention, unless clearly inconsequential. 
Language can also be added to a compilation engagement letter
to indicate that a compilation does not require the accountant to
obtain an understanding of the entity’s internal control or iden-
tify internal control weaknesses.
In addition to providing a clearly expressed engagement letter, a
second way to minimize misunderstandings is to make clear to
the client his or her responsibility to prevent and detect fraud. 
Independence and Client Services
SSARS No. 1 requires that the accountant disclose a lack of inde-
pendence in a compilation engagement and precludes the ac-
countant from issuing a review report on the financial statements
of an entity with respect to which he or she is not independent.
The lack of independence in a compilation engagement is noted
either in the compilation report or in the engagement letter if the
financial statements are restricted to management’s use and if
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they are not intended to be used by third parties. The following
sentence is added to the appropriate communication:
“I am (we are) not independent with respect to XYZ Company.”
Guidance for determining independence can be found in Rule
101, “Independence” (AICPA, Professional Standards, vol. 2, ET
sec. 101.01), the interpretations of Rule 101, and the related in-
dependence rulings, of the AICPA Code of Professional Conduct.
Rule 101 states:
A member in public practice shall be independent in the per-
formance of professional services as required by standards pro-
mulgated by bodies designated by Council.
Practitioners should read the AICPA Alert Independence and
Ethics—2003/04 for an excellent digest of applicable indepen-
dence rules, a review of recent developments, and a thorough dis-
cussion of non-attest services and how they affect independence. 
Current Accounting and Reporting Issues
Emphasis Paragraphs
SSARS No. 1 (AR sec. 100.42, footnote 23) states, “Nothing in
this statement…is intended to preclude an accountant from em-
phasizing in a separate paragraph of his or her report a matter re-
garding the financial statements.” In other words, SSARS No. 1
permits, but does not require, an emphasis paragraph (as long as
the matter is appropriately disclosed in the financial statements).
If the financial statements are deficient or do not contain a needed
disclosure and the client does not correct the statements, the ac-
countant is required to state, in a separate paragraph of the report,
that the financial statements contain a departure from GAAP. 
If the accountant decides to add an emphasis paragraph, the fol-
lowing guidelines are to be adhered to: 
1. Emphasis paragraphs should not introduce new informa-
tion about the financial statements; they should only em-
phasize a matter that is disclosed in the financial statements.
24
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2. If the financial statements are deficient or do not contain a
needed disclosure and the client does not correct the state-
ments, the accountant is required to state, in a separate
paragraph of the report, that the financial statements con-
tain a departure from GAAP. This required paragraph dif-
fers from a voluntary emphasis paragraph.
3. Emphasis paragraphs should not contain information about
the procedures the accountant has or has not performed. 
4. Emphasis paragraphs should not contain any conclusions
or opinions.
5. If the accountant decides to add an emphasis paragraph to
highlight a going-concern disclosure in the client’s financial
statements, the term “substantial doubt” should not be used
in that paragraph. (Substantial doubt is an audit-evidence-
based concept that should only be used in audit reports.)
Going Concern Issues
Certain sectors of the economy are still struggling and as such an
accountant may be engaged to compile or review the financial
statements for a client struggling for survival or in danger of fail-
ing. According to SSARS No. 1 (AR sec. 100.42, footnote 23)
and Interpretation No. 11, “Reporting on Uncertainties,” of
SSARS No. 1 (AR sec. 9100.33-.40), the accountant should con-
sult SAS No. 59, The Auditor’s Consideration of an Entity’s Ability
to Continue as a Going Concern (AICPA, Professional Standards,
vol. 1, AU sec. 341.10-.11) in evaluating the adequacy of disclo-
sure of uncertainties caused by concern about the entity’s ability
to continue as a going concern. If, based on SAS No. 59, the ac-
countant believes that the financial statement disclosure of the
uncertainty is inadequate, he or she should consider modifying
the compilation or review report. See the “Emphasis Paragraphs”
section above for further guidance.
Full Disclosure Financial Statements
As discussed earlier, SSARS No. 1 (AR sec. 100.42, footnote 23)
permits, but does not require, an emphasis paragraph (as long as
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the matter is appropriately disclosed in the financial statements).
If the accountant decides to add a paragraph to emphasize a
going concern matter, Interpretation No. 11 of SSARS No. 1
contains illustrative language that may be used:
As discussed in Note X, certain conditions indicate that the
Company may be unable to continue as a going concern. The
accompanying financial statements do not include any adjust-
ments to the financial statements that might be necessary
should the Company be unable to continue as a going concern.
Omission of Substantially All Disclosures
The accountant may compile financial statements for a client
that omit substantially all disclosures required by GAAP or
OCBOA, provided that the omission is clearly indicated in the
report and is not, to the accountant’s knowledge, undertaken
with the intention of misleading those who might reasonably be
expected to use such financial statements.1
Since the user is alerted that substantially all disclosures have
been omitted from the financial statements (by adding a para-
graph to the compilation report to explain the omission), going
concern disclosures would not be required. 
Although not required, the going concern matter can be dis-
closed. In this case, however, the disclosure should be made in the
financial statements. Keep in mind that emphasis paragraphs
should not introduce new information about the financial state-
ments. Rather, they should only emphasize a matter that is al-
ready disclosed in the financial statements. If the going concern
matter is the only disclosure included in the financial statements,
it should be labeled as “Selected Information—Substantially All
Disclosures Required by Generally Accepted Accounting Princi-
ples Are Not Included,” rather than “Notes to the Financial State-
ments.” Once disclosed in the financial statements, the matter
can then be emphasized in a separate paragraph of the report.
1. Note that the accountant cannot issue an unmodified review report on financial
statements that omit substantially all disclosures.
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Current Peer Review Issues
Revised Standards for Performing and Reporting on Peer Reviews 
The AICPA Peer Review Board’s (Board) 1998 Strategic Plan in-
cluded a reevaluation and enhancement of the AICPA Peer Re-
view Program (Program). As a result, the Board completed Phase
I of a two-phase project to reevaluate and enhance the Program.
Phase I related to off-site reviews, which led to new standards de-
veloped for engagement and report reviews, and were effective for
peer reviews commencing on or after January 1, 2001. Phase II
began in October 2001 with the Board forming the System Re-
view Task Force (Task Force). The Task Force was formed with
the purpose of reevaluating the administration, performance, re-
porting, objectives, and overall effectiveness of system reviews
conducted under the Program. The Task Force considered many
factors in its reevaluation, including the changing regulatory and
practice influences in the Securities and Exchange Commission
(SEC) and non-SEC environments. The Task Force also solicited
input from many different parties involved in the peer review
process, including CPA firms and users of peer review results.
After concluding its reevaluation, the Task Force made numerous
recommendations to the Board to enhance the Program. The
Board agreed with the Task Force’s recommendations and also
proposed others, including revisions to engagement and report
reviews. As a result, the Board issued an exposure draft in May
2003 which proposed revisions to the AICPA Standards for Per-
forming and Reporting on Peer Reviews (AICPA, Professional Stan-
dards, vol. 2, PR sec. 100). In October 2003, after the Board
considered all of the feedback and responses to the exposure
draft, it approved revisions to the Standards, some of which were
different from what was exposed. It is anticipated that the revised
Standards will be issued in early 2004 in conjunction with a white
paper explaining the exposure process and the revisions. The
Board will also issue interpretations to the Standards and wrap-
around guidance in mid-2004. The effective date of the revisions
is for peer reviews commencing on or after January 1, 2005. Early
implementation is not allowed.
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Summary of Key Revisions to the Standards
• Identify new responsibilities for firms that are enrolled in
the Program. The new responsibilities are in the areas of en-
gaging a peer reviewer, having a peer review performed in a
timely manner, and providing various written representa-
tions to the peer reviewer and the administering entity.
• Explain the timing, including due dates, of peer reviews.
• Require that if a firm, subsequent to the year-end of its re-
port or engagement review, performs an auditing or attes-
tation engagement that would have required the firm to
have a system review, (the firm would be required to un-
dergo a system review at the earlier of 18 months from the
year-end of the engagement or its next scheduled review
due date). 
• Eliminate committee-appointed review teams (CARTs) for
system reviews, but still permit CARTs for engagement
and report reviews at the administering entity’s discretion.
• Define a substandard engagement as one in which the de-
ficiencies identified, individually or in aggregate, are mate-
rial to understanding the report or the financial statements
accompanying the report, or represent omission of a criti-
cal accounting, auditing, or attestation procedure(s) re-
quired by professional standards.
• Require that the reviewed firm make available to the re-
viewer communications or investigations alleging deficien-
cies in the quality of the firm’s auditing or accounting
practice within the three years preceding the firm’s current
peer review year-end. The Board will be issuing further
guidance in this area but will likely include such commu-
nications/investigations from state boards of accountancy,
AICPA, or state CPA society ethics committees, any other
government agency, or any other organization that has the
authority to regulate accountants in connection with the
quality of the firm’s accounting or auditing practice. 
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• Indicate that if a firm plans to exclude an engagement
from possible selection, then during the scheduling or
planning stage of the review it must notify the administer-
ing entity and request a waiver from receiving a scope lim-
itation. The administering entity, with input from the peer
reviewer where necessary, will evaluate the circumstances
and determine if alternative procedures can be performed
and whether a reasonable cross-section of the firm’s prac-
tice can still be reviewed and will decide if the report will
contain a scope limitation.
• Create new guidance on when to provide the reviewed
firm with the list of engagements selected for a system re-
view. The list of engagements should be provided to the re-
viewed firm no earlier than two weeks before the
commencement of the review, and at least one engagement
from the initial selection should be provided to the re-
viewed firm once the review commences. This engagement
should be from the firm’s highest level of service.
• Revise the format and content of system and engagement
review reports and letters of comments. When a modified
or adverse peer review is issued, if there are substandard en-
gagements, that fact will be identified as well as the indus-
try and level of service of the substandard engagement(s). 
• Revise reports on report reviews by indicating that the re-
viewer has read certain representations provided by the
firm. In addition, comments that are significant are identi-
fied as such. The Board is issuing an Interpretation provid-
ing guidance for identifying significant matters or
comments on report reviews.
• State that if a firm fails to correct significant deficiencies
after consecutive corrective actions requested by the com-
mittee during the course of one peer review, the firm may
be deemed as a firm refusing to cooperate with the admin-
istering entity and the Board.
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Recurring Deficiencies Noted in Compilation and 
Review Engagements
Of the more than 30,000 firms in the AICPA Peer Review Pro-
gram, almost 18,000 perform reviews or compilations as their
highest level of service. There are 41 state CPA societies or groups
of state CPA societies called administering entities which admin-
ister the peer review program for the 54 state jurisdictions (in-
cluding the District of Columbia, Guam, Puerto Rico, and the
Virgin Islands). The importance of the peer review findings can-
not be overemphasized. The following is a summary of some of
the most recent significant and minor deficiencies that an ac-
countant should keep in mind when planning and staffing com-
pilation and review engagements. 
Significant Deficiencies
Significant deficiencies include matters that are normally material to
understanding the report or financial statements or represent critical
SSARS procedure. An engagement with a significant deficiency is
normally considered substandard, although careful judgment is re-
quired when forming a conclusion. While this list is not all-inclu-
sive, it does contain the most common, recurring deficiencies.
Reports, Financial Statement Measurement, Presentation, and Disclosure
• Departures from standard wording where the report does
not contain the critical elements of the applicable standards
• Issuance of a review report when the accountant is not
independent
• Failure to disclose lack of independence in a compilation
report
• Failure to disclose the omission of substantially all disclosures
• Failure to disclose the omission of the statement of cash flows
in financial statements prepared in accordance with GAAP
• Failure to disclose an OCBOA for financial statements
compiled without disclosure, where the basis of accounting
is not readily determinable from reading the report
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• Failure to disclose, in the accountant’s report, a material
departure from professional standards (examples include
the nonconsolidation of appropriate subsidiaries with a
parent company’s financial statements; omission of signifi-
cant income tax provisions in interim financial statements;
omission of significant disclosures related to material de-
fined employee benefit plans; or nonrecognition of signifi-
cant deferred income)
• Inclusion of material balances that are not appropriate for
the basis of accounting used
• Failure to include a material amount or balance necessary
for the basis of accounting used (examples include the
omission of material accruals, failure to provide for mater-
ial losses or doubtful accounts, or failure to provide for ma-
terial deferred income taxes)
• Significant departures from the financial statement for-
mats prescribed by industry accounting and audit guides
• Omission of disclosures of significant accounting policies
applied (GAAP or OCBOA)
• Omission of significant matters related to the understand-
ing of the financial statements (the cumulative material ef-
fect of a number of disclosure deficiencies)
• Improper accounting of a material transaction (for exam-
ple, recording a capital lease as an operating lease)
• Misclassification of a material transaction or balance
• Failure to segregate the statement of cash flows into the
components of operating, investing, and financing activities
• Omission of significant required disclosures related to ma-
terial financial statement balances or transactions
• Failure to disclose the cumulative effect of a change in ac-
counting principle
• Omission of a statement of income and retained earnings
when referred to in the report
ARA Comp&Review.qxd  11/18/2003  10:27 AM  Page 31
SSARS Procedures and Documentation
• Failure to perform inquiries and analytical procedures in
review engagements
• Failure to document the matters covered in the accoun-
tant’s inquiries and analytical procedures in review engage-
ments
• Failure to obtain a client management representation letter
for a review engagement
• Failure to include, in a SSARS 8 engagement letter, re-
quired language for communicating the understanding of
the engagement for financial statements that are prepared
for management use only, except for the failure to refer to
the level of responsibility on supplementary information,
which is not a significant deficiency
Minor Deficiencies
Minor deficiencies include departures from professional stan-
dards that are not normally material to a proper understanding of
the report or financial statements or to the performance of an ac-
counting engagement. As a result, these departures, by them-
selves, would not normally cause an engagement to be
substandard. Materiality is considered from the point of view of a
reasonable reader of the financial statements or accountant’s re-
port. While the list below is not all-inclusive, it does contain the
most common, recurring deficiencies.
Reports, Financial Statement Measurement, Presentation, and Disclosure
• Failure to report on supplementary information (a reason-
able reader of the report will likely presume the same level
of responsibility as that of the basic financial statements)
• Failure to clearly segregate supplementary information or
mark supplementary information as supplementary
• Titles of the supplementary information not coinciding
with the descriptions or titles as presented on the basic fi-
nancial statements
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• Minor departures from standard report language, provided
the report is not otherwise misleading
• Failure of the accountant’s report to cover all periods cov-
ered by the financial statements, but the periods covered
were identified in the body of the financial statements
• Failure to reference all time periods encompassed by the fi-
nancial statements
• Inclusion of a reference about the omission of the state-
ment of cash flows for financial statements prepared under
OCBOA (A statement of cash flows is not required for fi-
nancial statements prepared under OCBOA.)
• Minor report-dating departures
• Omissions or inadequate disclosures related to minor ac-
count balances or transactions (for example, minor disclo-
sure deficiencies related to accounting policies, inventory,
valuation allowances, long-term debt, related-party trans-
actions, or concentrations of credit risk)
• Minor departures from the financial statement formats
recommended by industry audit and accounting guides
• Use of financial statement titles that are not appropriate
for the basis of accounting used when the accountant’s re-
port, financial statements, or notes otherwise indicate the
basis of accounting
• Failure to include the title “Selected Information—Sub-
stantially All Disclosures Required by Generally Accepted
Accounting Principles Are Omitted” as appropriate for the
presentation of certain selected disclosures
• Failure to accrue income taxes where the accrual and provi-
sion are not expected to be significant to the financial
statements taken as a whole
• Presentation of Treasury stock in financial statements of a
corporation that is incorporated in a state that does not
recognize Treasury stock
ARA Comp&Review.qxd  11/18/2003  10:27 AM  Page 33
• Inclusion of a reference about the omission of the state-
ment of capital for financial statements prepared under
OCBOA (Statement of capital is not required for financial
statements prepared under OCBOA.)
• Failure to refer to the accountant’s report on each page of
the financial statements
SSARS Procedures and Documentation
• Failure of a SSSARS 8 engagement letter to refer to supple-
mentary information, which was presented along with the
basic financial statements
• Failure to use a work program or a reporting and disclosure
checklist when required by firm policy
Although there are many recurring deficiencies noted in peer re-
view, the accountant can take steps to avoid them by keeping
these common mistakes in mind during the planning and perfor-
mance of future compilation and review engagements. 
Accounting Pronouncements and Guidance Update
Presented below is a list of recently issued accounting pronounce-
ments and other guidance issued since the publication of last
year’s Alert. For summaries of these pronouncements, or to ob-
tain copies of them, visit the applicable Web site of the issuing
body. For information on accounting standards issued subse-
quent to the writing of this Alert, please refer to the AICPA Web
site at www.aicpa.org, and the FASB Web site at www.fasb.org.
You may also look for announcements of newly issued standards
in the CPA Letter and Journal of Accountancy.
FASB Statement Acquisitions of Certain Financial Institutions—an 
No. 147 amendment of FASB Statements No. 72 and 144 and 
FASB Interpretation No. 9
FASB Statement Accounting for Stock-Based Compensation—Transition
No. 148 and Disclosure—an amendment of FASB Statement 
No. 123
FASB Statement Amendment of Statement 133 on Derivative Instruments 
No. 149 and Hedging Activities
34
ARA Comp&Review.qxd  11/18/2003  10:27 AM  Page 34
35
FASB Statement Accounting for Certain Financial Instruments with 
No. 150 Characteristics of both Liabilities and Equity
FASB Interpretation Guarantor’s Accounting and Disclosure Requirements  
No. 45 for Guarantees, Including Indirect Guarantees of 
Indebtedness of Others
FASB Interpretation Consolidation of Variable Interest Entities
No. 46
Statement of Position Accounting for Derivative Instruments and Hedging 
(SOP) 02-2 Activities by Not-for-Profit Health Care Organizations, 
and Clarification of the Performance Indicator
SOP 03-1 Accounting and Reporting by Insurance Enterprises for 
Certain Nontraditional Long-Duration Contracts and 
for Separate Accounts
FASB Questions FASB Statement No. 136, Transfers of Assets to a 
& Answers Not-for-Profit Organization or Charitable Trust That 
Raises or Holds Contributions for Others
Some of the standards are summarized below. These summaries
are for informational purposes only and should not be relied upon
as a substitute for a complete reading of the applicable standard. 
FASB Statement No. 150, Accounting for Certain Financial
Instruments with Characteristics of both Liabilities and Equity
In May 2003, the FASB issued FASB Statement No. 150, Ac-
counting for Certain Financial Instruments with Characteristics of
both Liabilities and Equity. The Statement changes classification
and measures certain freestanding financial instruments with
characteristics of both liability and equity. It requires that an is-
suer classify a financial instrument that is within its scope as a li-
ability or as an asset, if applicable, even though the instrument
may have characteristics of equity. Many of the instruments that
fall within the scope, such as mandatory redeemable stock, were
previously classified as equity. Some of the provisions of the State-
ment are consistent with the current definition of liabilities in
FASB Concepts Statement No. 6, Elements of Financial State-
ments. The remaining provisions are consistent with the Board’s
proposal to revise that definition to encompass certain obliga-
tions that a reporting entity can or must settle by issuing its own
equity shares. The new requirements will influence financial
statement ratios, debt covenants, regulatory capital needs, and
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stock buy-back programs. The Statement is effective for financial
instruments entered into or modified after May 31, 2003, and
otherwise effective at the beginning of the first interim period be-
ginning after June 15, 2003, except for mandatory redeemable fi-
nancial instruments of nonpublic entities which are subject to the
aforementioned provisions for the first fiscal period beginning
after December 15, 2003. 
FASB Interpretation No. 45, Guarantor’s Accounting and 
Disclosure Requirements for Guarantees, Including 
Indirect Guarantees of Indebtedness of Others
In November, 2002, the FASB issued Interpretation No. 45,
Guarantor’s Accounting and Disclosure Requirements for Guaran-
tees, Including Indirect Guarantees of Indebtedness of Others. This
Interpretation elaborates on the disclosures to be made by a guar-
antor in its interim and annual financial statements about its
obligations under certain guarantees that it has issued. It also clar-
ifies that a guarantor is required to recognize, at the inception of
a guarantee, a liability for the fair value of the obligation under-
taken in issuing the guarantee. This Interpretation incorporates,
without change, the guidance in FASB Interpretation No. 34,
Disclosure of Indirect Guarantees of Indebtedness of Others, which is
being superseded. This Statement is effective prospectively to
guarantees issued or modified after December 31, 2002, irrespec-
tive of the guarantor’s fiscal year end. Disclosure requirements are
effective for statements of interim or annual periods ending after
December 15, 2002. Interpretive guidance brought forward from
Interpretation No. 34 continues to be applicable to its respective
effective date of June 15, 1981.
FASB Interpretation No. 46, Consolidation of Variable 
Interest Entities
FASB Interpretation No. 46, Consolidation of Variable Interest En-
tities, an interpretation of ARB No. 51, addresses consolidation by
business enterprises of variable interest entities (VIEs) to which
the usual condition of consolidation described in Accounting Re-
search Bulletin No. 51, Consolidated Financial Statements, does
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not apply because the equity investors in an entity either (1) do
not have the characteristics of a controlling financial interest or
(2) do not have sufficient equity at risk for the entity to finance
its activities without additional subordinated financial support.
An entity lacking one of these characteristics is referred to as vari-
able interest entity. Interpretation No. 46 governs how institu-
tions should assess interests in other entities in determining
whether to consolidate (or deconsolidate) that entity. For VIEs
created after January 31, 2003, and for VIEs in which an enter-
prise obtains an interest after that date, Interpretation No. 46 ap-
plies in the first fiscal year or interim period beginning after June
15, 2003. This Interpretation applies to public enterprises as of
the beginning of the applicable interim or annual period, and it
applies to nonpublic enterprises as of the end of the applicable
annual period. It may be applied prospectively with a cumulative-
effect adjustment as of the date of initial application, or by restat-
ing previous years with a cumulative-effect adjustment as of the
beginning of the first year restated. For VIEs created before Feb-
ruary 1, 2003, the effective date for public companies with inter-
est in VIEs meeting specified conditions would be for the first
year or interim period ending after December 15, 2003. Early ap-
plication is encouraged. See the FASB Web site at www.fasb.org
for specific information regarding implementation. 
On the Horizon 
Practitioners should keep abreast of accounting and reporting de-
velopments and upcoming guidance that may affect engage-
ments. Remember that exposure drafts are nonauthoritative and
cannot be used as a basis for changing GAAP. The AICPA general
Audit Risk Alert—2003/04 summarizes some of the more signifi-
cant outstanding exposure drafts. 
Additionally, the following table lists the various standard-setting
bodies’ Web sites where information regarding outstanding expo-
sure drafts may be obtained. Also see Appendix A, “Additional
Web Resources,” of this Alert for a more complete list. 
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Standard-Setting Body Web site
AICPA Auditing www.aicpa.org/members/div/auditstd/drafts.htm
Standards Board (ASB)
AICPA Accounting Standards www.aicpa.org/members/div/acctstd/index.htm 
Executive Committee (AcSEC)
AICPA Accounting and www.aicpa.org/members/div/auditstd/index.htm
Review Services 
Committee (ARSC)
Governmental Accounting www.gasb.org
Standards Board (GASB)
Financial Accounting www.fasb.org
Standards Board (FASB) 
Professional Ethics www.aicpa.org/members/div/ethics/index.htm
Executive Committee
Help Desk—The AICPA’s standard-setting committees pub-
lish exposure drafts of proposed professional standards exclu-
sively on the AICPA Web site at www.aicpa.org. The AICPA
will notify interested parties by e-mail about new exposure
drafts. To have your e-mail address put on the notification list
for all AICPA exposure drafts, send your e-mail address to
memsat@aicpa.org. Indicate “exposure draft email list” in the
subject header field to help process the submissions more effi-
ciently. Include your full name, mailing address and, if known,
your membership and subscriber number in the message. The
AICPA Web site also has connecting links to the other stan-
dard-setting bodies listed above.
SSARS Pipeline
The AICPA Accounting and Review Services Committee
(ARSC) is currently working on the following potential new
Statements on Standards for Accounting and Review Services. 
Proposed SSARS on the Performance of Review Engagements
SSARS currently provide guidance on analytical procedures, in-
quiries, and other procedures applicable to a review of financial
statements whether prepared under GAAP or an OCBOA (AR
sec. 100.24-.33). This proposed Statement will revise AR sections
100.24 through 100.33 to expand on previously provided guid-
ance on analytical procedures, inquiries and other review proce-
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dures; to clarify the accountant’s responsibilities with respect to
fraud, to provide inquiries regarding fraud in a review engage-
ment and to require representations regarding fraud in the man-
agement representation letter; and to clarify and provide
guidance regarding workpaper documentation in a review en-
gagement. The proposed Statement will revise SSARS No. 1. An
exposure draft of the proposed Standard is expected to be issued
in November 2003. 
Proposed SSARS on the Standards for Accounting 
and Review Services
This proposed Standard would establish a SSARS hierarchy. The
proposed Standard will be beneficial to practitioners by making
them aware of appropriate literature and the respective stand-
ing(s) in the SSARS hierarchy.
In addition, the Standard addresses a technical correction to
SSARS No. 2. SSARS currently provide guidance to be followed
when the financial statements of a prior period have been com-
piled or reviewed by a predecessor whose report is not presented
and the successor has not compiled or reviewed those financial
statements. This proposed Statement will revise AR section
200.17, specifically footnote 9, to conform with the guidance
found in AU section 508.74, Reports on Audited Financial State-
ments, footnote 29, which states that a successor auditor may
name the predecessor auditor if the predecessor auditor’s practice
was acquired by, or merged with, that of the successor auditor. An
exposure draft of the proposed Standard is expected to be issued
in November 2003. 
Other Matters 
The ARSC is finalizing its Operating Policies document. That
document is expected to be finalized and available on the
AICPA’s Web site in either November or December 2003.
Dates of future ARSC meetings, agendas for future (as available)
and past meetings and highlights of past meetings can be ob-
tained through the AICPA’s Web site. Those portions of the
ARSC meetings relating to (a) an establishment of SSARS and
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(b) other review and compilation matters directly affecting the
public interest are open to the public. Portions of meetings deal-
ing with matters of an administrative or necessarily confidential
nature, such as meeting arrangements and consideration of advice
of AICPA counsel, need not be open to the public.
Accounting Pipeline
Exposure Draft—Qualifying Special-Purpose Entities and
Isolation of Transferred Assets, an Amendment of FASB
Statement No. 140
The FASB has issued the aforementioned exposure draft because
(1) by allowing qualifying special-purpose entities (QSPEs) to be
an exception to consolidation, FASB Interpretation No. 46, Con-
solidation of Variable Interest Entities, created an incentive for peo-
ple to convert certain entities to QSPEs, and (2) during the
analysis of the issue, other elements of FASB Statement No. 140,
Accounting for Transfers and Servicing of Financial Assets and Ex-
tinguishments of Liabilities, needed clarification.
Exposure Draft—Loans and Certain Debt Securities
Acquired in a Transfer
The AcSEC has issued the aforementioned exposure draft, which
was formerly titled “Purchased Loans and Securities.” The pro-
posed SOP considers whether Practice Bulletin (PB) No. 6,
Amortization of Discounts on Certain Acquired Loans, continues to
be relevant given a number of FASB pronouncements issued sub-
sequent to PB No. 6. The proposed SOP excludes originated
loans and financially healthy loans from its scope. A final SOP is
expected to be issued in December 2003. 
AICPA Resource Central
On the Bookshelf
The following publications deliver valuable guidance and practi-
cal assistance as potent tools to be used on your engagements
(product numbers appear in parentheses).
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• Accounting Trends & Techniques—2003 (009895kk)
• Practice Aid Preparing and Reporting on Cash- and Tax-
Basis Financial Statements (006701kk)
• Understanding and Implementing SSARS No. 8 (006612kk)
Audit and Accounting Manual 
The Audit and Accounting Manual (005133kk) is a valuable
nonauthoritative practice tool designed to provide assistance for
audit, review, and compilation engagements. The manual con-
tains numerous practice aids, samples, and illustrations, includ-
ing audit programs; auditors’ reports; checklists; engagement
letters; and management representation and confirmation letters,
among other items. 
AICPA’s reSource Online Accounting and Auditing Literature
Get access—any time, anywhere—to the AICPA’s latest Profes-
sional Standards, Technical Practice Aids, Audit and Accounting
Guides, Audit Risk Alerts, and Accounting Trends & Techniques.
To subscribe to this essential service for accounting professionals,
go to www.cpa2biz.com.
CD-ROMs
The AICPA is currently offering a CD-ROM entitled reSOURCE:
AICPA’s Accounting and Auditing Literature. This CD-ROM en-
ables subscription access to the following AIPCA Professional Liter-
ature products in a Windows format: Professional Standards,
Technical Practice Aids, and Audit and Accounting Guides (available
for purchase as a set that includes all Guides and the related Audit
Risk Alerts, or as individual publications). This dynamic product
allows you to purchase the specific titles you need and includes hy-
pertext links to references within and between all products. 
Continuing Professional Education
The AICPA has developed a number of continuing professional
education (CPE) courses that might be valuable to CPAs per-
forming compilation and review engagements. Those courses in-
clude (product numbers appear in parentheses):
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• Compilation and Review Engagements (733669kk)
• Advanced Update for Compilation and Review Engage-
ments (731500kk)
• Annual Update for Accountants and Auditors (730017kk)
• Cash- and Tax-Basis Financial Statements—Preparation
and Reporting (CTB)
• Controller by the Hour: Competencies and Controversies
(731490kk)
• Workpaper Documentation (732059kk)
Online CPE
AICPA InfoBytes, offered exclusively through CPA2Biz.com, is
the AICPA’s flagship online learning product. Selected as one of
Accounting Today’s top 100 products for 2003, AICPA InfoBytes
now offers a free trial subscription to the entire product for up to
30 days. AICPA members pay $149 ($369 nonmembers) for a
new subscription and $119 ($319 nonmembers) for the annual
renewal. Divided into one- and two-credit courses that are avail-
able 24/7, AICPA InfoBytes offers hundreds of hours of learning
in a wide variety of topics. To register or learn more, visit
www.cpa2biz.com/infobytes. 
Member Satisfaction Center
To order AICPA products, receive information about AICPA ac-
tivities, and find help on your membership questions, call the
AICPA Member Satisfaction Center at (888) 777-7077.
AICPA Technical Hotline and Ethics Hotline
Technical questions about GAAP, OCBOA, accounting, audit-
ing, compilation engagements, review engagements, or other
technical matters may be addressed to the AICPA’s Accounting
and Auditing Technical Hotline. AICPA staff will research the
question and respond with their answer. The Technical Hotline
can be reached at (888) 777-7077. 
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In addition to the Technical Hotline, the AICPA also offers an
Ethics Hotline. Members of the AICPA’s Professional Ethics
Team answer inquiries concerning independence and other be-
havioral issues related to the application of the AICPA Code of
Professional Conduct. The Ethics Hotline can be reached at
(888) 777-7077. 
Webcasts
When planning your engagements, you can join the many practi-
tioners who have participated in AICPA webcasts. Webcasts are
an exceptional way to stay current on today’s professional issues.
Led by recognized experts, webcasts provide complete briefings
on a variety of pertinent practice topics. During a two-hour live
webcast, participants have the opportunity to e-mail and ask
questions of expert panelists. 
The December 2003 Compilation and Review Webcast as well
as other past archived webcasts are available in CD format and
can be accessed at https://www.cpa2biz.com/CS2000/Prod-
ucts/Product+Detail.htm?cs_id={97573D6D-56D1-426C-
84E1-56DBF55E42DE}&cs_catalog=CPA2Biz&cs_category=
accounting_auditing. CPE credit is earned for both live and CD
version participation.
Web Sites2
AICPA Online and CPA2biz
AICPA Online, at www.aicpa.org, offers CPAs the unique opportu-
nity to stay abreast of matters relevant to the CPA profession. AICPA
Online informs you of developments in the accounting and auditing
world as well as developments in congressional and political affairs
affecting CPAs. In addition, CPA2Biz at www.cpa2biz.com offers all
the latest AICPA products, the Audit Risk Alerts, Audit and Ac-
counting Guides, the professional standards, and CPE courses. 
2. See Appendix A, “Additional Web Resources,” of this Alert for other helpful Web sites.
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This Alert replaces the Compilation and Review Alert—2002/03.
The Compilation and Review Alert is published annually. As you
encounter issues that you believe warrant discussion in next year’s
Alert, please feel free to share those with us. Any other comments
that you have about the Alert would also be appreciated. You may
e-mail these comments to rdurak@aicpa.org or write to:
Robert Durak
AICPA
Harborside Financial Center
201 Plaza Three
Jersey City, NJ 07311-3881
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APPENDIX A
Additional Web Resources 
Here are some useful Web sites that may provide valuable
information to accountants performing compilations and
review engagements.
Name of Site Content Internet Address
American Institute Summaries of recent www.aicpa.org and 
of CPAs auditing and other  www.cpa2biz.com
professional standards 
as well as other AICPA 
activities
AICPA Accounting Issues SOPs, guides, practice www.aicpa.org/members/
Standards Executive bulletins containing financial, div/acctstd/index.htm
Committee (AcSEC) accounting and reporting 
recommendations, among 
other things
AICPA Accounting Develops and issues review www.aicpa.org/members/
and Review Services  and compilation standards div/auditstd/index.htm
Committee and interpretations
AICPA Professional Accumulates and considers www.aicpa.org/members/
Issues Task Force practice issues that appear div/secps/lit/practice.htm
to present concerns for 
practitioners and for 
disseminating information
or guidance, as appropriate, 
in the form of practice alerts
Financial Accounting Summaries of recent www.fasb.org
Standards Board accounting pronouncements 
and other FASB activities
WebCPA World Wide Web magazine www.electronic
that features up-to-the-minute accountant.com
news for accountants
AuditNet Electronic communications www.auditnet.org
among audit professionals
CPAnet Links to other Web sites of www.cpanet.com
interest to CPAs
(continued)
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Name of Site Content Internet Address
Accountant’s Resources for accountants www.computercpa.com/
Home Page and financial and
business professionals
Double Entries A weekly newsletter on http://accounting
accounting and auditing education.com/library/
around the world library329.html
U.S. Tax Code A complete text of the www.fourmilab.ch/
On-Line U.S. Tax Code ustax/ustax.html
Federal Reserve Key interest rates www.ny.frb.org
Bank of New York
FedWorld.gov U.S. Department of www.fedworld.com
Commerce-sponsored 
site providing access to 
government publications
Hoovers Online Online information on www.hoovers.com
various companies and 
industries
Internet Bulletin CPA tool for Internet sites, www.prenticehall.ca/
for CPAs (and discussion groups, and accountingsgreatesthits/
other resources) other resources for CPAs resource.html
Governmental Summaries of recent www.gasb.org
Accounting accounting pronouncements
Standards Board and other GASB activities
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APPENDIX B
Illustrative Management Representation 
Letter for a Review Engagement*
A review of financial statements consists principally of inquiries
of company personnel and analytical procedures applied to finan-
cial data. As part of a review of financial statements, the accoun-
tant is required to obtain a written representation from his or her
client to confirm the oral representations made to the accoun-
tant. The introductory paragraph should specify the financial
statements and periods covered by the accountant’s review report,
for example, “balance sheets of XYZ Company as of December
31, 20X1 and 20X0, and the related statements of income and re-
tained earnings, and cash flows for the years then ended.” 
If matters exist that should be disclosed to the accountant, they
should be indicated by listing them following the representa-
tion. For example, if an event subsequent to the date of the bal-
ance sheet has been disclosed in the financial statements, the
subsequent events paragraph could be modified as follows: “To
the best of our knowledge and belief, except as discussed in Note
X to the financial statements, no events have occurred. . . .” Sim-
ilarly, in appropriate circumstances, item 4 could be modified as
follows: “The company has no plans or intentions that may ma-
terially affect the carrying value or classification of assets and li-
abilities, except for our plans to dispose of Segment A, as
disclosed in Note X to the financial statements, which are dis-
cussed in the minutes of the December 7, 20X1, meeting of the
board of directors.”
* This section is reprinted from Appendix F, “Review of Financial Statements—Illus-
trative Representation Letter,” of Statement on Standards for Accounting and Re-
view Services No. 1, Compilation and Review of Financial Statements (AICPA,
Professional Standards, vol. 2, AR sec. 100.62). Most footnotes are omitted.
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The following representation letter is included for illustrative
purposes only. The accountant may decide, based on the circum-
stances of the review engagement or the industry in which the en-
tity operates, that other matters should be specifically included in
the letter or that some of the representations included in the il-
lustrative letter are not necessary.
(Date [No earlier than the date of the Accountant’s Report])
(To the Accountant)
We are providing this letter in connection with your review of
the (identification of financial statements) of (name of entity)
as of (dates) and for the (periods of review) for the purpose of
expressing limited assurance that there are no material modifi-
cations that should be made to the statements in order for
them to be in conformity with generally accepted accounting
principles. We confirm that we are responsible for the fair pre-
sentation in the financial statements of financial position, re-
sults of operations, and cash flows in conformity with
generally accepted accounting principles.
Certain representations in this letter are described as being
limited to matters that are material. Items are considered mate-
rial, regardless of size, if they involve an omission or misstate-
ment of accounting information that, in the light of
surrounding circumstances, makes it probable that the judg-
ment of a reasonable person relying on the information would
be changed or influenced by the omission or misstatement. 
We confirm, to the best of our knowledge and belief, (as of [a date
no earlier than the date of review report, see AR section 100.29]), the
following representations made to you during your review.
1. The financial statements referred to above are fairly pre-
sented in conformity with generally accepted accounting
principles. 
2. We have made available to you all: 
a. Financial records and related data. 
b. Minutes of the meetings of stockholders, directors,
and committees of directors, or summaries of actions
of recent meetings for which minutes have not yet
been prepared. 
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3. There are no material transactions that have not been
properly recorded in the accounting records underlying
the financial statements. 
4. We have no plans or intentions that may materially affect the
carrying amounts or classification of assets and liabilities. 
5. There are no material losses (such as from obsolete inven-
tory or purchase or sales commitments) that have not been
properly accrued or disclosed in the financial statements.
6. There are no: 
a. Violations or possible violations of laws or regulations,
whose effects should be considered for disclosure in
the financial statements or as a basis for recording a
loss contingency
b. Unasserted claims or assessments that our lawyer has
advised us are probable of assertion that must be dis-
closed in accordance with Financial Accounting
Standards Board (FASB) Statement No. 5, Account-
ing for Contingencies.2
c. Other material liabilities or gain or loss contingencies
that are required to be accrued or disclosed by FASB
Statement No. 5 
7. The company has satisfactory title to all owned assets,
and there are no liens or encumbrances on such assets,
nor has any asset been pledged as collateral. 
8. We have complied with all aspects of contractual agree-
ments that would have a material effect on the financial
statements in the event of noncompliance. 
9. The following have been properly recorded or disclosed
in the financial statements: 
a. Related party transactions, including sales, purchases,
loans, transfers, leasing arrangements, and guarantees,
and amounts receivable from or payable to related parties. 
2. If management has not consulted a lawyer regarding litigation, claims and assess-
ments, the representation might be worded as follows:
We are not aware of any pending or threatened litigation, claims or assessments or
unasserted claims or assessments that are required to be accrued or disclosed in the fi-
nancial statements in accordance with Financial Accounting Standards Board No. 5,
Accounting for Contingencies, and we have not consulted a lawyer concerning litiga-
tion, claims, or assessments.
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b. Guarantees, whether written or oral, under which the
company is contingently liable. 
c. Significant estimates and material concentrations
known to management that are required to be dis-
closed in accordance with the AICPA’s Statement of
Position 94-6, Disclosure of Certain Significant Risks
and Uncertainties. [Significant estimates are estimates
at the balance sheet date that could change materially
within the next year. Concentrations refer to volumes
of business, revenues, available sources of supply, or
markets or geographic areas for which events could
occur that would significantly disrupt normal finances
within the next year.] 
[Add additional representations that are unique to the entity’s
business or industry. See below for additional illustrative
representations.]
10. To the best of our knowledge and belief, no events have
occurred subsequent to the balance-sheet date and
through the date of this letter that would require adjust-
ment to or disclosure in the aforementioned financial
statements. 
11. We have responded fully and truthfully to all inquiries
made to us by you during your review. 
_________________________
(Name of Owner or Chief Executive Officer and Title)
_________________________
(Name of Chief Financial Officer and Title, where applicable)
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The following additional representations may be appropriate in
certain situations. This list of additional representations is not in-
tended to be all-inclusive. In drafting a representation letter, the
effects of other applicable pronouncements should be considered.
• The financial statements disclose all of the matters of
which we are aware that are relevant to the entity’s ability
to continue as a going concern, including significant con-
ditions and events, and our plans. 
• We have reviewed long-lived assets and certain identifiable
intangibles to be held and used for impairment or to be
disposed of for impairment whenever events or changes in
circumstances have indicated that the carrying amount of
those assets might not be recoverable and have appropri-
ately recorded the adjustment. 
• We have tested goodwill and indefinite-lived intangibles
for impairment in accordance with FASB Statement No.
142, Goodwill and Other Intangible Assets, and, when an
asset has been impaired, we have appropriately recorded
the adjustment to the carrying value of the impaired asset. 
• Debt securities that have been classified as held-to-ma-
turity have been so classified due to our intent to hold
such securities to maturity and our ability to do so. All
other debt securities have been classified as available-
for-sale or trading. 
• We consider the decline in value of debt or equity securi-
ties classified as either available-for-sale or held-to-matu-
rity to be temporary. 
• Receivables reported in the financial statements represent
valid claims against debtors for sales or other charges aris-
ing on or before the balance-sheet date and have been ap-
propriately reduced to their estimated net realizable value. 
• We believe that the carrying amounts of all material assets
will be recoverable. 
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• All agreements to repurchase assets previously sold have
been properly disclosed. 
• We have made provisions for losses to be sustained in the ful-
fillment of, or from the inability to fulfill, sales commitments.
See Statement on Auditing Standards No. 85, Management Repre-
sentations, Appendix B, “Additional Illustrative Representations”
(AICPA, Professional Standards, vol. 1, AU sec. 333.17), for other
representations that may be appropriate from management relat-
ing to matters specific to the entity’s business or industry.
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APPENDIX C
Illustrative Successor Accountant
Acknowledgment Letter*
Paragraph .08, footnote 7 [of Statement on Standards for Accounting
and Review Services, Communications Between Predecessor and
Successor Accountants (AICPA, Professional Standards, vol. 2, AR
sec. 400.08)], states, “Before permitting access to the working pa-
pers, the predecessor accountant may wish to obtain a written
communication from the successor accountant regarding the use
of the working papers.” The following letter is presented for illus-
trative purposes only and is not required by professional standards.
[Date]
[Successor Accountant]
[Address]
We have previously [reviewed or compiled], in accordance with
Statements on Standards for Accounting and Review Services,
the December 31, 20X1, financial statements of ABC Enter-
prises (ABC). In connection with your [compilation or review] of
ABC’s 20X2 financial statements, you have requested access to
our working papers prepared in connection with that engage-
ment. ABC has authorized our firm to allow you to review those
working papers.
Our [review or compilation], and the working papers prepared
in connection therewith, of ABC’s financial statements were
not planned or conducted in contemplation of your [review
or compilation]. Therefore, items of possible interest to you
may not have been specifically addressed. Our use of profes-
sional judgment for the purpose of this engagement means
* This section is reprinted from the Appendix, “Illustrative Successor Accountant Ac-
knowledgment Letter,” of Statement on Standards for Accounting and Review Ser-
vices No. 4, Communications Between Predecessor and Successor Accountants (AICPA,
Professional Standards, vol. 2, AR sec. 400.12). 
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that matters may have existed that would have been assessed
differently by you. We make no representation about the suf-
ficiency or appropriateness of the information in our working
papers for your purposes.
We understand that the purpose of your review is to obtain in-
formation about ABC and our 20X1 results to assist you in
planning your 20X2 engagement of ABC. For that purpose
only, we will provide you with access to our working papers
that relate to that objective.
Upon request, we will provide copies of these working papers
that provide factual information about ABC. You agree to sub-
ject any such copies or information otherwise derived from our
working papers to your normal policy for retention of working
papers and protection of confidential client information. Fur-
thermore, in the event of a third-party request for access to
your working papers prepared in connection with your (re-
views or compilations) of ABC, you agree to obtain our per-
mission before voluntarily allowing any such access to our
working papers or information otherwise derived from our
working papers, and to obtain on our behalf any releases that
you obtain from such third party. You agree to advise us
promptly and provide us a copy of any subpoena, summons, or
other court order for access to your working papers that in-
clude copies of our working papers or information otherwise
derived therefrom.
Please confirm your agreement with the foregoing by signing
and dating a copy of this letter and returning it to us.
Very truly yours,
[Predecessor Accountant]
By: ____________________________
Accepted:
[Successor Accountant]
By: ____________________________ Date: __________
Even with the client’s consent, access to the predecessor ac-
countant’s working papers may still be limited. Experience has
shown that the predecessor accountant may be willing to grant
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broader access if given additional assurance concerning the use
of the working papers. Accordingly, the successor accountant
might consider agreeing to the following limitations on the re-
view of the predecessor accountant’s working papers in order
to obtain broader access:
• The successor accountant will not comment, orally or in
writing, to anyone as a result of the review of about
whether the predecessor accountant’s engagement was
performed in accordance with Statements on Standards
for Accounting and Review Services.
• The successor accountant will not provide expert testi-
mony or litigation services or otherwise accept an en-
gagement to comment on issues relating to the quality of
the predecessor accountant’s engagement.
The following paragraph illustrates the above:
Because your review of our working papers is undertaken
solely for the purpose described above and may not entail
a review of all of our working papers, you agree that (1)
the information obtained from the review will not be
used by you for any other purpose, (2) you will not com-
ment, orally or in writing, to anyone as a result of that re-
view about whether our engagement was performed in
accordance with Statements on Standards for Accounting
and Review Services, (3) you will not provide expert tes-
timony or litigation services or otherwise accept an en-
gagement to comment on issues relating to the quality of
our engagement.
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